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Presence or Absence of Liquid Assets
at Beginning of Survey Year
MANY INDIVIDUALS in the sample, it has been remarked, relied heav-
ily upon liquid assets to cushion the impact of unemployment upon
their expenditures. It will be of value to break the total sample
down into those with and those without liquid assets at the begin-
fling of the survey year. The results (Table 9) show clearly the in-
fluence of liquid-asset holdings on the character of the adjustments
made by households coping with unemployment.
Average expenditure reductions are markedly larger for those
without liquid assets at the start of the survey year, and expenditure
reductions for this group invariably are a larger part of income
reductions in each unemployment duration class. Indeed, a larger
percentage of the income change reflects expenditure reduction
by those who have been unemployed less than nine weeks and have
no liquid assets than by those unemployed more than twenty-four
weeks who possess liquid assets on which to fall back.
The pattern of change in the marginal propensity to consume
is as it was in Table 2, except that the MPG is invariably greater
in comparable duration classes with no liquid assets. It is worth
noting that there is some relation between the presence or absence






















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































144 FINANCIAL ADJUSTMENTS TO UNEMPLOYMENT
those without liquid assets have smaller income reductions, which
no doubt reflects smaller income when employed.' There is also
some suggestion that households with assets utilize debt to a greater
extent than those without during the earlier part of unemployment.
After fourteen weeks of unemployment the average debt increase
declines, though this may in part be the result of diminished ac-
cessibility to further credit along with the necessity of repaying
credit obtained during the early period of unemployment.
SIZE OF ASSETS
While there is no information that indicates the levels of begin-
ning-year assets for the entire sample, there are data on these levels
for the cases in the Pittsburgh survey.2
Table 10 shows these cases classified by beginning-year assets and,
within asset groups, by duration-of-unemployment class. It is in-
teresting to note that not only is the average income loss greater
as unemployment lengthens, but the previous view that asset hold-
ings are positively correlated with income is corroborated—the
higher the asset level, the greater the average income loss within
duration classes. Furthermore, the higher the asset level at the be-
ginning of the year, the smaller the average change in consumption
expenditure within duration classes. (Indeed, for short periods of
unemployment and large assets, there is even a small average in-
1Itis possible that households in the no-liquid-asset category are typically
a group with a history of recurrent unemployment. A BLS survey of workers
unemployed five weeks or more in1961 revealed that 22 per cent of those
surveyed had been unemployed during each of the previous four years. See
Department of Labor, Monthly Report on the Labor Force, March1963,
Table 7.
2Thatthe Pittsburgh sample does not diverge unduly from the rest of the




survey year $804 $768
Average increase
in debt 52 86
Average decrease in
liquid assets 131 154
Average decrease in
consumption (residual) 621 528
Estimated marginal















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































.46 FINANCIAL ADJUSTMENTS TO UNEMPLOYMENT
crease in expenditures, perhaps partly the result of increased lei-
sure time.) Debt adjustment seems to be independent of beginning-
year liquid-asset holdings, although the magnitude of the adjustment
is positively correlated with duration of unemployment. The result
of the combined asset and debt adjustments on the residual ex-
penditures shows up in striking fashion in the estimated marginal
to consume. Without exception the MPC's are lower
the larger are beginning-year assets for all duration groups, and
within asset groups the MPC's rise as unemployment lengthens
just as was the case for the entire sample.
Influence of Prior Debt and Duration of
Unemployment ontheRole of Liquid Assets
Liquid assets can be related to the level not only of beginning-year
assets (as in Table 10) but also beginning-year debt. Table 11 con-
siders both of these factors in conjunction with duration of unem-
ployment. Those who have debt outstanding at the beginning of
the survey year use up a larger percentage of their assets (of what-
ever size) than those without debt during comparable periods. By
the time unemployment had gone on for as long as twenty-five
weeks, households with debt, had virtually exhausted their asset
holdings, and those in the same duration category who had no debt
had consumed only about 40 per cent of their assets. Similar differ-
ences appear in other duration-of-employment classes.
This finding is not easy to interpret. It could be a reflection of
the financial drain presented by outstanding obligations, thus sug-
gesting that when unemployed individuals can no longer meet debt
repayments through income, they are forced to decrease liquid as-
sets. On the other hand, the pattern could simply reflect differences
in family preferences for maintaining current consumption at the
expense of net worth. Those with prior debt may have a stronger
preference for consumption, hence be more willing to use liquid
assets in order to maintain consumption during periods of unem-
ployment.3
a As will be clearfromthe discussion of Table12, both those with amid
without prior debt incurred or increased debt during the survey year, so that
changes in debt do not affect the explanations considered here.FACTORS AFFECTING ADJUSTMENTS TO UNEMPLOYMENT 47
TABLE 11









Liquid Assets Liquid Assets
atBeginning During






















Total 57 33,071 —23,616 71.4



























Total 145 83,975 —40,498 48.2
N0TF;: Includedinthesamplearethe 145individuals in the Pittsburgh
pie who had some liquid assets at the beginning of the survey year.
Column 4 is column 3 divided by column 2.
sam -
The relations found between asset, debt, and expenditure change
as unemployment continues seem strongly I)ervasive. The effect of
both assets and duration of unemployment in combination is im-
pressive—in Table 10 the marginal propensity to consume for those
unemployed a short period but having liquid assets over $500 at
the beginning of the survey year is actually negative, indicating
an increase in consumption. At the other extreme is the MPG of
over 100 percent for those with no assets at the beginning of the
year who were unemployed for a long period, implying that ex-
penditures decreased more than income. In between, the combined
effects of these two important conditions of adjustment to unem-
ployment produce predictable results, given the variables analyzed.4
4Themultiple correlation analysis for the Pittsburgh data, which is statis-
ticafly more rigorous, shows precisely this result. See below.48 FINANCIAL ADJUSTMENTS TO UNEMPLOYMENT
Presence or Absence of Debt at Beginning
of Survey Year
To what extent does beginning-year outstanding debt constitute
a source of flexibility in adjusting family spending to lower income
brought on by unemployment? Table 12 is comparable to Table
9, except that the sample is divided into those with and those
without beginning-year debt. A priori, one might argue that the
household already in debt has somewhat less flexibility in coping
with unemployment because it is already committed to a schedule
of debt repayment. (That this has an effect on the use of liquid
assets has already been noted in Table 11.) However, preunem-
ployment expenditures are already compressed below income in
that case, and the household has additional options—allowing instal-
ment debt to become delinquent and durable goods to be repos-
sessed. Further, a typical household with debt may well be con-
sidered a better credit risk than one without, and some debt-free
households may have a distinct aversion to the use of debt as a
means of coping with unemployment.
It is clear from Table 12 that, while offsetting factors may be at
work, households without debt at the beginning of the year rely
less heavily upon debt increases as a way of adjusting to unem-
ployment. Asset changes are about the same for the two groups.
In the group with some beginning-year debt, there is an indication
that heavy reliance on debt adjustments is associated with less re-
liance on asset adjustments, although the evidence is not clear-cut.
The marginal propensity to consume rises with the duration of
unemployment for both the some- and no-debt groups, and the dif-
ferences appear to be random rather than systematic. Thus, no easy
generalization can be made about the effect of debt on. expenditure
adjustments; in some duration classes the MPC is higher for the
group without prior debt and in others it is lower.
SIZE OF PRIOR DEBT
Classification according to size of beginning-year debt (Table

































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































.FACTORS AFFECTING ADJUSTMENTS TO UNEMPLOYMENT 51
adjustments (as measured by the marginal propensity to consume)
are related to beginning-year debt level, although the relation is
somewhat less strong than that between expenditure adjustment
and beginning-year assets. Interestingly enough, the main reason
why this type of debt is related to MPC is that debt level and liquid-
asset adjustments are strongly correlated—the higher is debt, the
larger is the liquid-asset adjustment.
Classification of the sample by unemployment duration and level
of beginning-year debt reveals contrasting behavior in the liquid.
asset and debt components of the marginal propensity to dissave.
The liquid-asset component is always smaller in the longer-duration
category irrespective of the level of beginning-year debt. The debt
component is smaller in that class in the no-beginning-year-debt
category and larger in the $500-and-over category.
Most of these differences reflect the fact that among duration
categories income changes tend to be proportionally larger than
changes in either debt or asset adjustments; the pattern of the
is thus dominated by the income changes. The only clear-
cut relations involving the size of asset and debt adjustments within
beginning-year debt and unemployment duration categories are
that (1) asset adjustments tend to be larger as the level of beginning-
year debt increases (presumably because the levels of beginning..
year asset and debt holdings are positively correlated), and (2) the
combination of long unemployment duration and large amounts
of beginning-year debt is associated with a large debt
(This is presumably because the frequency of delinquency and
repossession increases sharply with both duration and amount of
outstanding debt. Alternatively, one might argue that individuals
with large beginning-year debt are more prone to utilize debt even
in the absence of unemployment, and so to rely on it heavily as
unemployment pressures on the household budget increase.)
In the last-mentioned category, the large debt adjustment is
associated with a relatively small asset adjustment. This association
does not appear to represent voluntary offsetting, i.e., a deliberate
decision to limit asset adjustments in favor of debt adjustment.
From Table 11, it is clear that households with large amounts of



























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































.54 FINANCIAL ADJUSTMENTS TO—UNEMPLOYMENT
of liquidassets; hence they do not have the option of reducing
assets by as much as households unemployed for shorter periods of
time.
In teract ion of Factors Affecting A djustment
to Unemployment
All these relationships can be seen in Table 14, which classifies
the entire sample by the presence or absence of beginning-year
liquid assets and debt. The status of beginning-year assets is clearly
the most important influence on the size of expenditure adjust-
ments; debt position at that time has a less clear-cut effect on sub-
sequent expenditure reductions. Further, those with both assets
and debt tend to acquire more debt thanother households, thus
maintaining expenditures to a greater degree than any other group
in the sample.
Multivariate- regression analysis (of the Pittsburgh cases) gives
further insight into the relationships just described. The variables
follow:
Dependent Variables
Dollar change in unemployment-induced debt, survey year
Dollar change in assets, survey year
Dollar change in consumption expenditures, survey year
Marginal propensity to consume
Independent Variables
Y Annual household income prior to unemployment, dollars
U Duration of unemployment, weeks
P1 Beginning-year debt-asset position: some assets, some debt =1,
all other households =0
P2 Beginning-year debt-asset position: sonic assets, no debt =1,all
other households =0
Pa Beginning-year debt-asset position: no assets, some debt =1, all
other households =0
Beginning-year debt-asset position: no assets, no debt =1,all
other households =0FACTORS AFFECTING ADJUSTMENTS TO UNEMPLOYMENT 55
D,1 Beginning-year outstanding debt on durable goods, dollars
L,_1 Beginning-year money loans outstanding, dollars
Beginning-year liquid-asset holdings, dollars




Beginning-year money loans, squared
Duration of unemployment times beginning-year durables debt
Duration of unemployment times beginning-year money loans
Duration of unemployment times beginning-year liquid assets
Table 15 summarizes the results. Coefficients are indicated for all
variables that showed a reasonable degree of statisticalsignifi-
cance at any point in the stepwise regression procedure, in which
independent variables were introduced one at a time in the order
listed. To avoid overdetermining the system, P4 was omitted from
the independent variables; the coefficients of P1, are thus to
be read as differences relative to F4, the omitted classification.
Net of all independent variables included in the regression, equa-
tiOn 1 indicates that unemployment-induced change in debt
is likely to be higher the higher the level of beginning-year durables
debt (D,_1) and the lower the level of beginning-year money loans
Apparently, the larger the amount of durables debt, the
more likely are delinquencies and repossessions to take place, both
of which serve to eliminate a drain on current resources. But the
larger are beginning-year money loans outstanding, the less likely
is the respondent to increase debt, presumably because expansion off
loans is more difficult and some repayment must be made. Equa-
tiOn 2 indicates that. the relation between beginning-year money
loans and the increase in unemployment-induced debt is nonlinear.
For those with relatively small amounts of debt the net effect is
negative; it is positive for those with large amounts or unemployed
for long periods of time.
Equation 3 indicates that the reduction in liquid assets is
likely to be larger if one has such assets at the beginning of the sur-
vey year—hardly an astonishing result. But the data also suggest
that the reduction in liquid assets is likely to be greater for asset





















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































.FACTORS AFFECTING ADJUSTMENTS TO UNEMPLOYMENT 57
do not (P2). and that the asset reduction is apt to be larger the
larger are both the amounts of beginning-year durables debt
and beginning-year assets This again suggests a comple-
mentary relation between the use of debt and assets to maintain
expenditures: households that increase debt the most are also apt
to decrease assets the most, other things being equal. Equation 4
suggests further that the relation between duration of unemploy-
ment and asset reduction is nonlinear, being relatively large for
combinations of long periods of unemployment and large amounts
of beginning-year assets. Net of this interaction effect, duration by
itself appears to have no influence on the amount of asset reduction.
Equation 5 indicates that consumption expenditures are likely
to show a greater decrease the larger the beginning-year level of
family income (V)1 the longer the duration of unemployment (U),
the larger the level of beginning-year money loans and the
smaller the level of beginning-year liquid assets Equation
6 shows much the same results except that the influence of begin-
ning-year money loans on consumption-expenditure change is ap-
parently nonlinear, along the lines described above in Equation
Finally, the marginal propensity to consume is greater
(and the marginal propensity to dissave is smaller) the longer the
duration of unemployment; the MPG is smaller for those who have
beginning-year assets (P2) and somewhat smaller still for those with
beginning-year debts as well (P1), and it is smaller the larger the
amount of beginning-year liquid assets. The level of beginning-year
money loans also has some influence, again nonlinear along the
lines discussed earlier.
Impact of Beginning-Year Assets on the Pattern
of Specific Adjustment
'SATehavethus far considered the impact of the presence or absence
of liquid assets and debt on the aggregate adjustments to unem-
ployment. In addition, data on specific adjustments can be exam-
med. It turns out that the rank order for the eighteen adjustments
summarized in Table 6 is much the same whether or not the un-
employed individuals utilized liquid-asset holdings. The rank cor-58 FINANCIAL ADJUSTMENTS TO UNEMPLOYMENT
relation coefficient, eliminating the major technique used by those
with assets (decreasing them), is + 0.89. That is to say, the order
of use, measured by frequency, differed only slightly between the
two groups.5 No comparable information is available for the sample
classified with and without debt; those without debt at the begin-
fling of the year would necessarily have shown marked differences
because, for example, they had no debt to become delinquent.
Impact of Recessions on the Pattern of
Adjustment to Unemployment
The data utilized in this study do not lend themselves readily to a
study of the impact of the business cycle per seonthe adjustive
techniques utilized by the affected households. The Pennsylvania
survey was the only one covering a twelve-month period of reces-
sion, and that pilot survey is not always comparable to the other
five. We have seen, however, that the results of a study of the
Pittsburgh data confirm the general pattern of the results achieved
for the entire sample. Unemployment will tend to be longer in
periods of recession, and by indirection, therefore, our findings
concerning the increasingly pervasive character of the adjustments
required as unemployment continues, suggest something of the im-
pact of recessions on the character of financial adjustment to un-
employment.
Had postwar recessions been characteriz$ by price declines, the
dollar volume of the adjustment given periods of un-
employment might have been smaller during recession periods than
during expansion periods. This, of.course, has not been the case.
Recessions may, therefore, affect the magnitude of the adjustments
required because the average duration of unemployment may be
longer. 'While itis possible to argue that widespread unemploy-
In the same way, sevenadjustments forwhich both frequency and dollar-
volume information are were analyzed with a view to seeing whether
the presence or absence of liquid-asset holdings affected the results materially.
The rank correlation coelficient for those seven adjustments, measured in terms
of relative frequency of use, was quite low (.39); but the total dollar volume
represented by each technique gave a rank correlation of .93, and when the two
were combined to yield average dollar adjustments the two groups were quite
close in ordering also (.75).FACTORS AFFECTING ADJUSTMENTS TO UNEMPLOYMENT 59
ment may reduce the pressure on a community so affected to main-
tain current expenditures during unemployment save for the mini-
mal. necessary outlays, we have no data with which to test this
hypothesis.
While Pennsylvania was the only state survey conducted during
twelve months of recession, there were three (Florida, South Caro-
lina, andY New York) conducted during a year of expansion. The
survey year in Missouri and Oregon contained four months of
expansion and eight of recession. Inasmuch as the average length
of unemployment in our sample was slightly over eighteen weeks,
this means that in the latter two states the majority of the cases
were interviewed during recession. lEn taking account of the pattern
of relative importance, it is possible to cons.ider whether the pattern
in Pennsylvania, Missouri, and Oregon showed a higher degree of
consistency in contrast to the other three states, where the survey
periods were periods of expansion. As the rank correlation coeffi-
cients of Table A-8 make clear, no such distinction is discernible.
This is not surprising in view of the evidence, also visible in that
table, that the duration of unemployment had no impact on the
pattern of relative importance.
Finally, spending decisions during unemployment might be af-
fected by expectations df early re-employment. The latter might be
better when unemployment occurred during expansion than during
recession. In each of the six areas surveyed by the Bureau of Em-
ployment Security, the unemployed were questioned about whether
or not they thought their chance of re-employment within the next
two weeks were "good." The percentage in each area who thought
they had good chances of re-employment within the next two weeks
was as follows: Pennsylvania, 47.3 per cent; Florida, 19.1 per cent;
South Carolina, 30.0 per cent; New York, 20.1 per cent; Missouri,
18.1 per cent; Oregon, 23.4 per cent. From this evidence, it cannot
be concluded that the unemployed persons in the areas surveyed
during recession saw their possibilities for early re-employment in
any less favorable light than did those unemployed during periods
of expansion. However, the evidence is too fragmentary to be con-
sidered as more than suggestive. In general this study has attempted
to analyze the financial adjustments by abstracting from the business60 FINANCIAL ADJUSTMENTS TO UNEMPLOYMENT
cycle. For this purpose, the inclusion of subsamples collected during
periods of both expansion and recession was considered to be ad-
vantageous.
Conclusions
On the whole, the results suggest that adjustments to unemploy-
ment become increasingly destabilizing both to the households and
to the economy as the period of unemployment lengthens. The
destabilizing effects are least severe to the economy in the short
run if the individual makes maximumof liquid assets and debt
—in effect, if he permits his net worth position to deteriorate rather
than if he cuts expenditures. The long-run situation is different;
the unemployed who allow their net worth position to deteriorate
a price for maintaining expenditure patterns during the period
of unemployment: they lose their assets and burden themselves
with debt. When re-employed they must pay off debt and attempt
to rebuild their assets, both of which presumably slow down the
restoration of normal expenditure patterns.
In sum, unemployed individuals may elect to have the full or a
large share of the real burden of unemployment—reduced consump-
tion—fall on themselves and their family immediately, or they may
elect to stretch the burden out over a longer period. The evidence
suggests that the unemployed typically choose the latter course,
and that this choice is one of the factors which may have tended
to reduce the severity of cyclical fluctuations in the economy dur-
ing the postwar period. Both of the preferred adjustments—utilizing
debt and reducing liquidassets—help to maintain consumption.
Hence their immediate consequences are similar to those of the
so-called built-in stabilizers, such as unemployment compensation
and reductions in personal income tax liability, that offset declines
in money income.
Unemployment compensation payments are quantitatively one
of the most important of the stabilizing elements,° and have the
added advantage of permitting a partial maintenance of consump-
6Forrecent information on this topic, see the BLS 1961 Survey of the 11'ork
His/or)' ofthe Unemployed, August1963.FACTORS AFFECTING ADJUSTMENTS TO UNEMPLOYMENT 61
lion without requiring a concomitant deterioration in net worth
position. Furthermore, unemployment compensation tends to rein-
force other methods of adjustment. For example, credit is likely
to be more readily available if some regular source of income exists.
And unemployment compensation, in turn, helps to preserve the
household's liquid-asset position for a longer period.